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M r. C h a i r m a n  a n d  m e m b e r s  o f th e  S u b c o m m i tte e , w e  w e l k o m e  th e  

o p p o r tuni ty  to  b e  h e r e  to d a y . 

T h e  ,tia tio n a I D e fe n s e  A u thor iza t ion  A c t fo r  F iscal  YeJa rs  1 9 8 8  a n d  / 
1 9 8 9 , d i rec ted th e  D e p a r tm e n t o f D e fe n s e  to  s tudy th e e  direct  a n d  

indi rect  cost  sav ings’ th a t cou ld  b e  a c h i e v e d  by  d e c c q m m i a s i o n i n g  o n e  

o lde r  .aitcraft carr ier  in  1 9 9 0  w h e n  th e  U .S .S . A b r a h a m  L inco ln  is 

b r o u g h t in to th e  fle e t a n d  a  s e c o n d  o lde r  carr ier  in  1 9 9 2  w h e n  th e  

U .S .S . G e o r g e  W a s h i n g to n  is c o m m i s s i o n e d , a n d  by  d e a c t ivat ing a n  

ex is t ing a i r  w i n g  in  1 9 9 0 . ” .-... T h e  n e t e ffect  .o f th is  p roposa l ,  if 

i m p l e m e n te d , w o u l d  b e  to  de lay  u n til 1 9 9 7  reach ing  th e  g o a l  o f 

h a v i n g  1 5 ,d e .p loyabJ .e  aircraft  carr iers  in  th e  fle e t, 

In  a d d i tio n  to  th e  D O D  study,  y o u  by  a s k e d  th a t w e  a n d  th e  

Congress iona l  B u d g e t O ffice ( C B O )  i n d e p e n d e n tly d e v e l o p  est imates 

o f d i rect  a n d  indi rect  cost  sav ings  fo r  th is  p roposa l - -assuming  th e  

carr iers  ret i red ear ly  w o u l d  b e  th e  U .S .S . Cora l  S e a  a n d  U .S .S . I. , 
M idway.  T h e  C o m m i tte e  a lso  a s k e d  us  to  m a k e  o the r  a s s u m p tio n s  

a b o u t th e  rate a t wh ich  sh ip  const ruct ion w o u l d  c o n tin u e  in  a n  

e ffort  to  o v e r c o m e  exis t ing sh ip  shortfal ls,  w h e the r  aircraft  w o u l d  

b e  ret i red o r  u s e d  to  o ffset aircraft  short fal ls,  a n d  w h e the r  b  

indi rect  o p e r a tin g  a n d  s u p p o r t costs w o u l d  b e  a v o i d e d . Us ing  th r e e  

di f ferent sets o f a s s u m p tio n s , w e  ca lcu la ted  th r e e  sav ings  

est imates.  W h i le th e s e  est imates w e r e  i n d e p e n d e n tly d e v e l o p e d , y o u  

a lso  a s k e d  th a t w e  coord ina te  ou r  e fforts wi th th o s e  o f C B O  a n d  

D O D , wh ich  w e  h a v e  d o n e . 



A wide range of savings estimates can be calculated for the early 

retirement proposal depending upon the assumptions used. (See 

figure 1 below, and Appendix I .) ,For example, estimates differ 

depending. upon the rate at which fleet modernization and expansion 

would continue, whether aircraft would be retired or used to fill 

existing shortfalls, and whether indirect--as well as direct-- 

operational and support costs would be avoided. Savings estimates 

also vary among GAO, CEO, and DOD because different estimating 

methods and data sources were used. For example, we relied 

primarily on data from the Navy’s Visibility and Management of 

Operating and Support Cost reports--known as VAMOSC-Air and VAMOSC- 
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Fig. 1. Potential .Savings Estimates 
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Ships. These reports compile actual expenditures for ships and 

aircraft. We also used budget and othe’r data in our j analysis. We 

understand that CBO primarily used data from its Defknse Resources 

Model which uses aggregated program elements from thj? Department of 

Defense’s Five Year ‘Defense Plan (FYDP) . Appendix II provides a 

listing of assumptions we used in calculating our three cases. 

SAVINGS ESTIMATES 

The pote.ntial savings estimates we calculated over the 7-year 

period, fiscal years 1990 thrdugh 1997, range from a low of about 

$1.1 billion to a high of about $5.1 billion in budg.et authority. 

(See Table III.1 in Appendix III) Outlay savings would be slightly 

less due to the slower spendLout rates for some accounts. 

Case I 

Our case I generally parallels the DOD savings estimates and its 

assumptions about fleet shortfalls and modernization requirements-- 

although this in no way implies that DOD endorses the early 

retirement proposal. This case assumes that there +ould be no b 

indirect cost savings, such as shore base support and retired pay 

accrual costs. This assumption was based on the Navy’s contention 

that indirect cost savings, if measurable at all, would be of such 

short duration as to be negligible. This case also ‘assumes that 

aircraft from the deactivated wing would be redistr$,buted to meet 
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the needs in other air wings, and that fleet modernitiation and 

expansion efforts would continue with no delays in planned , 

procurement of ships, aircraft, or munitions. Military personnel 

from the Midway and Coral Sea would be reassigned to /fill personnel 

shortfalls. 
~ 

These assumptions produce a savings estimate of $1.1 billion in 

budget authority and $950 million in outlays for fiscal years 1990 

through 1997. In this case operating and support outlays would 

decrease by an average of approximately $136 million per year. 

These savings estimates are shown on Table III.2 in Appendix III. 

CASE II , 

The estimated budget authority and outlay savings calculated for 

case II are shown on Table III.3 in Appendix III. The principal 

assumptions for this case are that: 

-- indirect operating and support costs, such as basic support and 

other overhead costs, would vary in proportion to direct costs, b 

-- operating and support savings would occur in military personnel . 
accounts, 
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-- ship procurement plans would be delayed only for those ship- 

types for which there are no shortfalls expected during the 

19908, and 

-- ‘aircraft in the Midway air wing would be reassigned as needed to 

fill shortfalls, rather than retired earlier than planned. 

, 
In this second case, estimated budget authority and outlay savings 

for fiscal years 1990 through 1997 are about $2.6 billion, more 

than double the savings in case I. All of the budget authority 

I reductions, and most of the outlay Savings, result from reductions 

in operating and support costs. Because ship constr;uction plans 

would be delayed for only those ship classes where shortages are 

not expected,. outlay savings ‘for ship construction amount tosonly 
1 * 
I about $320 million over the 7-year period. Fiscal year 1989 ship 
I ! 
I construction budget authority could be reduced by about $1.3 

billion, but if the Navy is to achieve its ship congtruction goals 

by 1997, these amounts would need to be authorized by fiscal year 

.- 

1994 resulting in no budget authority savings over the 7-year 

period. 

Because case II took into account aircraft shortages, direct 

savings for the air wing were about $350 million. No budget 

authority or outlay savings were calculated for then A-6E Intruders 

or EA-6B Prowlers because of current shortfalls and/there was only I 
a small savings for the F/A-18 Hornets. We assumedi the A-6Es and 
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EA-6Bs from the deactivated wing would be reassigned ,to offset 

projected shortfalls of those aircraft in other wings;, and that the 

F/A-l8 Hornets would replace older A-7E Corsairs scheduled to be 

retired in fiscal years 1990 through 1992. Air wing ‘operat’ing and 

support savings occurred primarily because older SH-3H Sea Kings 

and E-2C Hawkeyea were assumed to be retired earlier than planned. 

CASE III 

The principal assumptions we used for case III were that in 

addition to direct operating and support costs for the Midway, the 

I Coral Sea, and the associated air wing: 

-- all aircraft .associated with the deactivated wing: would be 

retired or used ‘to replace older aircraft which would be retired 

rather than used to satisfy shortfalls; 

-- the fiscal year 1989 procurement plans for new ships and 

munitions associated with the 15th carrier battlegroup would be 

postponed, including ships for which shortfalls are projected, 

and 

I 
I  l 

-- indirect operating and support costs, such as base support and 

other overhead costs, would decrease proportionally with direct 

costs. 
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Based on these assumptions , we calculated potential budget 

authority  sav ings  of $5.1 billion and outlay sav ings  ‘of about. $4.9 

billion for the 7-year period. About $2.7 billion, or about 54 

percent, of the outlay  sav ings  would come from reductions in direc t 

operating and support costs  for the two carr iers  and the air wing. 

This  consis ts  of about $1.6 billion from deactivating the air wing, 

$320 million from retiring the Coral Sea in mid-1990, and $700 

million from retiring the Midway in mid-1992. The remainder of the 

outlay sav ings  comes from indirec t costs  ($1.8 billion) and from 

costs  avoid,ed in ship construction and weapons procurement accounts 

($470 million). These amounts are shown on Table IIi.4 of Appendix 

III under the sect ion labeled “Outlays.” 

One important assuJnption for estima’ting purposes wasp that decis ions  
.‘. 

would be made with sufficient lead-time to allow the! sav ings  to 

occur. This  is  particu larly  important to achieve sav ings  in ship 

construction and weapons procurement. Assuming that the fisca l 

year 1989 procurement plans  could be postponed, we estimated that 

about $2 billion could be saved in fisca l year 1989 budget 

authority . However, as in case II, if the Navy  is  to achieve its  

sh ip construction goals  by 1997, these amounts would need to be b 

authorized by 1994. Thus, overall budget authority  sav ings  for 

sh ip construction and weapon procurement over the 74year period is  

zero. 
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Outlays decrease in ship construction and weapons proourement 

accounts by about $470 million over the 7-year period;, but like 

budget authority, there are no long term outlay savin)s as outlays 

are merely postponed until after 1997. Th’ia, of courbe, assumes 

that the Navy would have 15 deployable carrier battlebroup after 

1997. 

Adopting the policy actions required to achieve the case III 

savings would exacerbate the Navy’s projected shortfall of ships 

I and aircraft. This depends on many factors, but as pointed out in 

the Secretary of Defense’s posture statement for fiscal year 1988, 

even under the existing shipbuilding plan, the Navy will experience 

a serious shortfall of combatants and support ships the 1990s. 0u.r 

i : October 1987 ‘classified report1 on the status of the Navy’s fle,et 
. 

expansion efforts elaborated on this issue. It estimated that even 

if the Navy were able to fully execute its shipbuilding plan, it 

would be 52 ships short of its minimum force requirement for 

carrying out the maritime strategy, Our report concluded that if 

historical patterns prevailed, the shortfall may be 6s high as 76 

ships.2 Copies of that report have been provided to the Committee. 

INavy Ships: Status of the Navy’s Fleet Expansion Efforts, GAO/C- 
NSIAD-88-3, October 27, 1987. . 

2We analyzed 21 years of Navy experience in achievin’ shipbuilding 
plans. The analysis showed that if the historical p ttern of 
authorization and funding prevails, 

ee 
shortfalls of certain ship 

types may be greater than the shortfalls for which the Navy is 
planning. / 
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COST TO OPERATE THE M IDWAY BATTLBGROUP 

M r. Chairman, you also asked us to calculate how much it costs 

annually to operate and support the M idway carrier battlegroup. 

We calculated the annual operating cost in two different ways. We 

first calculated the estimated cost to operate the M idway carrier 

battlegroup as it is currently configured. Direct and indirect 

outlays for this configuration are about $1 billion annually--about 

$620 m illion for direct costs and about $400 m illion for indirect 

costs. We also calculated the cost to operate and support a M idway 

carrier battlegroup in the configuration that the Navy would like-- 

what the Navy calls a notional configuration. Outlaks for this 

type of configuration’ would run about $1.4 billion abnually for 

both direct and indirect costs; Budget authority would be somewhat 

higher than this due to the lower average spend-out lrates for some 

accounts . These amounts are shown in Table IV.1 in /Appendix Iv. 

SUMMARY 

In summary M r. Chairman, the Navy officials with whom we spoke made , 

it clear that the proposal to retire two aircraft carriers ahead of 

schedule, and to wait until 1997 to have 15 deployable aircraft 

carriers in the fleet, has implications for the Navy’s ability to 

meet national security commitments. We have not evaluated the’ 

security or maritime strategy ram ifications of such’s decision. 
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However, each of our 3 cases would impact in some way t,he Navy’s 

force structure and the number of ships that will be available to 

the fleet. 

As I mentioned earlier, even with the Navy’s current shipbuilding 

plans, it will not have all the combatants and support ships it 

needs to satisfy its battleforce requirements into the 1990s and 

beyond. .Continuing with the Navy’s current shipbuilding plan--the 

primary assumption for case I-- would have the least negative impact 

on the Navy’s shortfall situation. It would generally not c&use 

the shortfalls to worsen, and indeed the remaining 14 deployable 

carrier battlegroups may have greater-warfighting capability than 

they otherwise would have as new ships enter the fleet. 

Case II would essentially maintain the status quo with regard to 

the combat capability of the remaining 14 deployable carrier 

battleqroups, but overall the Navy would have fewer ships in the 

fleet than currently planned throughout the 1990s. under case II 

assumptions, construction would only be delayed for ships not 

expected to be in a shortfall position. Thus, the Kavy would 

continue to improve its force goals, but at a slower pace than b 

planned. 

If the assumptions we used to calculate our case III savings were 

to be adopted as policy, the Navy may have greater shortfalls of 

ships than currently projected in the latter part of the 1990’s and 

10 



into the next century. The extent to which such a pqlicy would 

affect the shortfalls estimates d:epends mostly on futjure policy 

choices that concern budget plane; but it also depends to some 

extent on whether the Navy can extend the service,life of some 

ships and whether construction time can be shortened. 

This completes my prepared remarks. We would be pleased to respond 

to any questions you may have. 
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APPENDIX I APPENDIX I 

A Comparison of DOD,'CBOI and 1 
GAO Estimates 

In addition to GAO, the Congressional Budget Office and the 

Department of Defense also calculated an estimated savings by 

retiring the Midway and Coral Sea ahead of schedule, and by 

deactivating a Midway-type airwing. Figure I.1 shows the range of 

savings estimates calculated by each agency. This information is 

shown in summary form in table 1.1. 

FIG. 1.1. POTENTIAL SAVINGS ESTIMATES 
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A P P E N D IX  I 
I 

I A P P E N D IX  I 

m m 3  I.1 C O M P A R IS O N  o r  D O D , C B 0 , A N D  G A O  P O T E N T IA L  Q A v I N G B  

E S T IM A T E S  

Direct O & S  
Indi rect  O & S  
P r o c u r e e e n t  Cost ,  A v o i d a n c e  

Total  la)  

W T L A Y S  

$1 .300  
-  

s1 .300 

Cl .600 
0 , 4 0 0  

m  

$ 2 . 0 0 0  

1 2 . 6 0 0  
1 . 4 0 0  

s -  

1 3 . 9 0 0  

$ 1 . 1 0 4  

A  

$ 1 . 1 0 4  

$ 1 . 5 9 5  $ 3 . 0 8 5  
1 . 0 2 9  2 . 0 5 9  

L  

32 .625  $5,  i b4’ 

Direct  O k 8  
Indi rect  O & S  
P r o c u r e r e n t  ‘Cost  A v o i d a n c e  

s1 .100 

.- 

Cl .500 
$ 0 . 4 0 0  

$ 2 . 5 0 0  S O , ? 3 0  
1 . 3 0 0  s 

-  -  

5 1 . 3 7 2  52 .  b 5 3  
0 . 9 0 6  -  1 . 8 0 4  
0 . 3 2 0  . 0 . 4 6 B  

-  

T O T A L  ( 0  Zl.lG 3 ’ 51 .900  $ 3 . 7 0 0  5 0 , 9 5 0  $ 2 . 5 9 8  $ 4 . 9 2 5  
-  -  B  -  

(a )  Totals NIV vary  d u e  to r u u n d i n q .  
2 : a % ~ x a x ~ ~ a 1 1 a D a 8 % 8 a 8 a a % K % % % % ~ ~ % a z a ~ ~ a a % a ~ K ~ a a a : a K ~ K ~ a a a K K a K ~ a a ~ % K ~ ~ K K K  -- - - - - - - - -  : 28~8 :8 :88’~ :‘:~ ~ .-::% *~ ::~ 8 ~ ::~ : * : 8 8 8 : 8 ~ ~ ~ ~ ~ ~ ~ ~ ~ ~  

T h e  dif ferent sav ings  est imates fo r  b u d g e t a u thor i ty  a n d  o u tlays  

a re  b a s e d  o n  a  w i d e  r a n g e  o f a s s u m p tio n s  fo r  dec reas ing  o p e r a tio n s  
I, 

a n d  m a i n te n a n c e , m il i tary personne l ,  a n d  p r o c u r e m e n t costs b e tween  

1 9 8 9  a n d  1 9 9 7 . C B O ’s d a ta  c a n  b e  u s e d  to  ca lcu la te  severa l  

est imates.  For  e a s e  o f compar ison ,  w e  ca tegor ized  th e s e  as  C B O  

case  I a n d  C B O  case  II. A s  wi th G A O ’s cases  II a n d  ‘III, C B O ’s case  

1 3  
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APPENDIX I APPENDIX I 

II assumed that personnel levels would be reduced. CBO’s case I 

assumed that manpower levels would remain constant, & rs does our 

first case. In general, CBO and GAO estimates differ because CBO 

(1) used budget data from  its Defense Resources Model and (2) 

assumed new aircraft to fill shortfalls would be purchased at 

expected prices for buys planned for 1992. In contrast , GAO used 

historical VAMOSC-Ships and VAMOSC-Air cost data to determ ine 

potential air wing savings and considered aircraft shortfalls only 

in cases I and II. DOD’s estimate and our first case estimates 

were similar. However, unlike our first case, the DOD estimate 

assumed that (1) the M idway would be replaced by a Porrestal class 

carrier in 1992 instead of 1997 and estimated the cost of altering 

base facilities in Japan to accommodate the larger carrier, and (2). 

planned manpower would decrease. A  summary of the differing 

assumptions is in table 1.2. 
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A P P E N D IX  I A P P E N D IX  I 

T A E U  I.2  C O M P A R IS O N  O F  D O D , C B O , A N D  G A O  A S S U M F T IO N S  

A e 8 u m p tio a  

- -  O p e r a tin g  a n d  s u p p o r t cost 
rav lngr  fo r  M idway  a n d  Cora l  
S e a  

- -  Es tim a te  cour iders’cost o f 
rep lac ing  M idway  with 
P o r r e r ta l  c lam car r ier  

- -  O p e r a tin g  a n d  s u p p o r t c 0 8 t 
sav ing8  fo r  a i r  *ng  

- -  M ilita ry  p e r s o n n e l  cost 
sav ings (dec reases  in  
p l a n n e d  m a n p o w e r )  

- -  M a r i n e  Corps  p e r s o n n e l  
sav ings 

- -  Navy  B e s e r v e  P e r s o n n e l  
S a V i n g S  

- -  S e a  a n d  flig h t p a y  sav ings 

- -  Ind i rect  Cost  sav ings 

- -  R e t i red p a y  accrua l  
sav ings 

- -  S h ip  construct ion cost 
sav ings (sh ipbu i ld ing  p laqs  
c h a n g e )  

- -  A ircraft p r o c u r e m e n t cost 
c rav ings 

- -  Cost  sav ings fo r  m u n itio n s  

Y e s  Y e s  

Y e s  N o  N o  

Y e s  Y e s  R e d u c e d  

Y e 8  Y e s  (a )  

N o  Y e s  (a )  

N b  

Y e s  

N o  

Y e s  (a )  

Y e s  

Y e s  

N o  Y e s  (a )  

N o  N o  

N o  N o  

N o  N o  

Y e e  

N o  

N o  

N o  

Y e s  

N o  

N o  

N o  

N o  

N o  

(b)  

(a )  C B O  d e v e l o p e d  two sets o f est imates wh ich  cou ld  b e  d iv ided  
T h e s e  a s s u m p tio n s  a p p l i e d  on ly  to  C B O ’e  C a s e  II. 

N o  

Y e s  

Y e e  

N o  

R e d u c e d  (b )  

Y e s  

Y e s  

N o  

Y e f3  

Y e s  

Y e s  

Y e s  

Y e s  

N o  

Y e s  

Y e s  

R e d u c e d  (c) Y e s  
I, 

N o  N o  

R e d u c e d  (c) Y e s  

ipto var ious  subse ts. 

(b )  A ir w ing  sav ings d e c r e a s e d  as  aircraft  a r e  reass igned  to  fill shortfal ls, rep lace  
o lde r  aircraft, o r  a r e  r e t i red a t a g e s  n o w  p l a n n e d  by  th e  Naky.  

(c)  P r o c u r e m e n t sav ings d e c r e a s e  b e c a u s e  sh ips a n d  m u n itio n s  
r e d u c e d  on ly  fo r  th o s e  r e q u i r e m e n ts cot expec te d  to  b e  in  
1 9 9 0 s . 

p lans  a r e  
supp ly  d u r i n g  th e  

1 5  



APPENDIX II I 
, APPENDIX II I 

ASSUMPTIONS' 

To assess the r,ange of estimated budgetary savings that would 

likely be realized from implementing the Committee's jproposal, 

various assumptions were made. The assumptions applicable to each 

of the three cases are as follows: 

Assumption 

The Navy would operate and maintain one less aircraft 

carrier and one less air wing than planned for the 

period July 1990 through July 1997. . 

There would be no real growth in the budget after 

fiscal year 1988. 

Decisions to retire the carriers and decommission the 

air wing would be made with sufficient lead time to 

allow savings to accrue. 

Retired ships and aircraft would be sold for salvage 

(not mothballed) and retirement costs would equal the 

salvage value. 

Operating and support savings would occur in 

Operation and Maintenance, Navy and Marine Corps; 

16 

CASES 

L 2 2. 

x x x 

x x x 

x x x 

x x x 

x x x 
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A P P E N D IX  II 

A S S U M P T IO N S  

W e a p o n s  P r o c u r e m e n t, Navy;  A ircraft P r o c u r e m e n t 

Navy;  a n d  O the r  P r o c u r e m e n t, Navy,  a c c o u n ts. 

O p e r a tin g  a n d  s u p p o r t sav ings  w o u l d  occur  in  x x 

M ili tary p e r s o n n e l  a c c o u n ts. 

A P P E N D .1  X  I I 

C A S E S  

O p e r a tin g  te m p o s  w o u l d  r e m a i n  a t th e  cur rent  leve l  x  x  x  

th r o u g h o u t th e  1 9 9 0 s . 

If n o t ret i red, th e  p ropor t ion  o f to ta l  aircra.ft  xxx 

carr ier  fu n d s  a l loca ted  to  th e  M idway  a n d  Cora l  S e a  . 

w o u l d  r e m a i n  a t th e  cur rent  leve l  th r o u g h o u t th e  

1 9 9 0 s . 

A ctivat ion a n d /or  d e a c t ivat ion w o u l d  occur  a t 

m id-year .  

x x x 

T h e  M idway  bl ister p r o b l e m  w o u l d  n o t b e  corrected.  x  x  x  

Ind i rect  O p e r a tio n  a n d  M a i n te n a n c e , Navy,  

costs w o u l d  vary in  p ropor t ion  to  di rect  costs. 

x  x  

Ind i rect  costs w o u l d  n o t d e c r e a s e  if Navy  o p e r a te d  

a n d  m a i n ta i n e d  o n e  less aircraft  carr ier  a n d  wing.  

1 7  
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A S S U M P T IO N S  

C A S E S  

L  2 .1  

P l a n n e d  m a n p o w e r  leve l  w o u l d  d e c r e a s e  in  f iscal yea r$  x x  

1 9 9 0  th r o u g h  1 9 9 7 . 

P l a n n e d  m a n p o w e r  leve l  w o u l d  r e m a i n  constant  in  f iscal X  

years  1 9 9 0  th r o u g h  1 9 9 7 , a n d  M idway  a n d  Cora l  S e a  

p e r s o n n e l  w o u l d  b e  reass igned  to  fill short fal ls.  

T h e  M idway  ai r  w i n g  w o u l d  b e  d e c o m m i s s i o n e d  a n d  

aircraft  w o u l d  e i ther  b e  reass igned  to  rep lace  o lde r  

aircraft  o r  re t i red ear l ie r  th a n  p l a n n e d . 

- 

M idway  aircraft  w o u l d  e i ther  b e  reass igned  to  fill 

short fal ls,  rep lace  o lde r  aircraft,  o r  re t i red 

a t a g e s  n o w  p l a n n e d  by  th e  Navy.  

Escor t  a n d  u n d e r  w a y  r e p l e n i s h m e n t sh ips  w o u l d  r e m a i n  

in  th e  act ive fo rce  a n d  w o u l d  b e  reass igned  to  fill 

short fal ls o r  re t i red a t a g e s  n o w  p l a n n e d  by  th e  Navy.  

P r o c u r e m e n t o f n e w  sh ips  a n d  m u n i tio n s  w o u l d  b e  

d e l a y e d  a n d  resul t  in  sav ings  in  th e  Sh ipbu i l d ing  

a n d  Convers ion ,  Navy,  a n d  W e a p o n s  P r o c u r e m e n t, Navy,:  

a c c o u n ts. 

X  

x x 

x x x 

x x 

1 8  
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APPENDIX II 

ASSUMPTIONS 

Costs avoided for new ships would be at x x 

anticipated fiscal year 1989 prices. 

Fiscal year 1989 procurement plans for M idway 

battlegroup and underway replenishment ships would 

be delayed until 1994 without considering shortfalls, 

Shipbuilding plans would be delayed for only 

those ships not expected to be in short supply 

during the i99oa. 

Planned munit ions procurement for the 15th carrier 

battlegroup would be delayed until 1995. 

Munit ions procurement would be fully funded because 

all i tems are assumed to be in short supply in the 

1990s. 

Ship procurement plans would be fully funded. 

APPENDIX II 

CASES 

X 

X 

x x 

X 
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WENDIX III b APPERDIX III 

TABLE III. 1. SlJRRARY TABIA FISCAL YEARS 1990 TRROUBH 1997 ESTINRTED WINS6 

Budqrt Authority 0ut1ayr 
--~c---------------------- ----------------c----------------- 
---a- CI# ---1--w --u-II- C& w------w- 

Srvinqr Cat8qory 1 2 3 1 2 3 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 

---------------(Fiscal Year 1988 DoI 1 ars in Nj 1 lions) -c-----------w---w- 

DIRECT OPERATIOWS & SUPPORT 

tlilitrtv Pwsannel, Wavy ia) 
Hatwial 41 Other Swvicm 
Blister Problem Ibl 

Total Dimct 

INDIRECT OPERATIONS L’ SUPPORT 

Opnations I Raintmance, Navy (cl 
Retired Pav Accrual 

Total Indirect 

COST MOIDANCE IN PROCURERENT AECOIJNTS 

Ship * 
Dmuni tions 

Total Cost Avoidance 

TOTAL (dl 

0 
$1,100 

4 

1491 
1,100 

4 

$1,595 

$879 
J& 

$1,029 

0 

0 

A 

J2,bZS 
; 

5833 0 
2,228 $94b 

4 4 - 

13,085 5950 

$2,059 A 

$422 $734 
94b 1,916 

4 4 

t75b 
Jg 

(906 

$2,598 
N 

51,566 
23\ . 

$1,804 

ial Direct Operations and Support rilitary personnrl costs are basic pav and allowancss of Bavv and Rarine 
Corps officm and snlistod porsonrml assiqnrd to ships or the air wing. Excluded are flav and allowances 
of officers and enlisted personnel assigned to shore basm, psruanmt chanqe of statiootravrl, retired 
pay accrual and other prrsannel costs indirectly related to ship and air winq operations and support. 

lb1 Navy cost sstiratr for sodifyinq thl U.S.% Nidwav to help correct roll rotions and wrtaess problems. 

icl Operations and Nointmance, Ravy bar@ support costs indimtly rrlat@d to the operation/ of ships 
and aircraft (i.e., base operations and support, rral property raintmnce, etc.) ~ 

id) Totals ray vary due to roundinq. 
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TABLE 111.2, CASE 18 ESTIWATED CO51 5MN55 
(FISCAL YEAB 1955 DOLLARS IN AILLIONS 

8888888888M888888assssus ~~~uuuun~usmn8mssms-uu~su~~sss$un 

BUD6ET AUTHOR1 TY 
OIRECT O&8 WIH,NPW,OPN,APNI Total Hidwry Tof al 

Fi ual -----m--m -------uI--mw Direct Blfstw Erti(Cated I 
Year . Coral lirr M  dwry llirwinq Ok8 Problem tort 

1990 
1991 
1992 
1993 
1994 
1995 
1996 
1991 

‘TOTALS 

Sb7 
134 
67 
0 
0 
0 
0 
0 -’ 

SO $35 $102 14 %lOb 
0 70 204 0 204 

5s 49 171 0 171 
111 28 135 0 135 
111 28 135 0 130 
111 25 135 0 135 
111 28 138 0 138 

55 Ai AL 0 A& 

UIussussPUss¶8UPssmuss~8usssssssssussssmsuuussssu~uus¶8s~ssss~~ssssa~~ss~8s~~s 

WTLAYS 
DIRECT Ok6 (Okt!N,NPN,OPN,IIPN) Total tli dwav Total 

Fiscal --_-----I----I------_--u------- Dirrct Blister Estimated 
Ymu Coral kr Hi dww Aiming OkS Problem cop 
~ss~8sssu~n~~~~8sssa~sns~~a8a~8~s~a~ns~~~~m~~s~asss~~a~s~~a~~saa~a~~~~~~~~~a~~~8~ 

. . 

1990 IS5 20 $30 $88 24 $92 
1991 115 0 b0 175 0 173 
1992 58 40 42 147 0 147 
1993 0 95 24 119 0 119 
1994 0 95 24 119 0 119 
1995 0 9s 24 119 0 119 
1996 0 95 24 119 0 119 

1997 $. 48 A AL 0 AL 

TOTALS 

. 
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APPENDIX IV APPENDIX IV 

COST TO OPERATE TNE M IDWAY BATTLEGROUP; 

In addition to astinating the potential savings available by 

retiring the M idway and Coral Seaaircraft carriers early, we were 

asked to calculate how much it costs annually to operate and 

support the M idway carrier battlegroup. 

The Navy has classified SECRET the exact make-up of both the 

current and notional M idway carrier battlegroup. This data has 

been provided separately to the Committee. In general, however, in 

addition to the aircraft carrier, the current battlegroup is 

composed of surface combatants, attack submarines, support ships, a 

helicopter squadron, and an air wing composed primarily of A -6E and 
* 

F/A-18 aircraft. The M idway-type notional battlegroup is composed 

of more capable surface combatants, submarines, a larger fleet of 

underway replenishment ships--along with helicopters+-a larger 

helicopter squadron, and the same air wing as in the current 

configuration. 

We calculated the annual operating cost in two different ways. We b 

first calculated the estimated cost to operate the M Idway carrier 

battlegroup as it is currently configured. This configuration 

costs about $1 billion annually to operate and support. We also 

calculated the cost to operate and support a notionap M idway 

24 
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APPENDIX IV APPENDIX IV 

carrier battlegroup configuration. Outlays for this itype of 

configuration would be about 51.4 billion annually for both direct 

and indirect costs. Funding requirements for the notional 

battlegroup are higher because this configuration incorporates the 

newer, larger, and more sophisticated escorts and helicopters found 

in Navy’s fleet modernization plan. The total funding requirements 

also include the additional escorts and supply ships necessary to 

meet the notional requirements for the underway replgnishment group 

that accompanies the M idway. Budget authority would’be somewhat 

higher than this due to the lower average spend-out lcates for some 
1 

accounts. These amounts are shown in table 1i.1, bekow. 

TABLE IV.l: SUMARY OF WIJAL COST 
1 TO OPERATE MD SUPPORT A HIDWAY BATTLEGROUP 
I 
I 0 

U~as~nUaats8aZa~sa~xa8a~~a8~~asa~n~~a¶aa~aaaaaassaa*ana8~a~saa8sa~~s~aa~assn~a 
Bud@ 

Authori tv wt1ays 
_--------------------- ----_-_---------__--____ 

cost Current ktional Currewt Notional 
CrtRQory -__----------_-------- ----------i------------- 
*s~~**aa~~*~~a~a*~a~s*sass~~~~ss~~~*~*s~s*sssa~* .*S***1P~~**I3~******** 

----------(Fiscal Ywr 1988 D~llats in tlillims)--------- 
DIRECT OPERATIONS k SUPPORT 

ltilitory Personnel 
ktmrial & Other Services 

Total Direct 

INDIRECT OPERATIONS k SUPPORT 

$200 $280 1172 $241 

ai 741 Ai & 

$724 St ,027 ‘- 1623 E 

Dperations I Ildntsnancs, Navy 
Rstirrd Pav Recrurl 

$413 

57 

$567 . 
77 

$355 3488 

s7: 
77 

- 

Total Indirect 

TOTAL (a) 

W  Totals aav vary due to rounding. 
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OBJECTIVESI SCOFE,AND METHODOLOGY j 

Our objective was to determine the potential direct and indirect 

budgetary savings for fiscal years 1990 through 1997: that may 

result from accelerating the retirement of the Coral!Sea and the 

Midway, and decommissioning a Midway-type air wing. This analysis 

included determining potential ship construction and other 

procurement savings available by delaying fiscal year 1989 plans by 

5 years. In estimating procurement cost avoidances, we considered 

Navy acquisition plans, projected shortfalls of ships, aircraft, 

and weapons, and.substitution between new and older class ships. 

We also estimated the total annual operating and support costs for 

both a notional and currently configured aircraft .carrier 

battlegroup; ’ separately identifying expenditures for the carrier, 

escorts and underway replenishment ships and aircraft. Our Midway- 

type battlegroup estimates included direct and indirect operating 

and support costs in military personnel, operations and 

maintenance, and procurement accounts. 

Data sources used to calculate direct and indirect costs, and 

procurement cost avoidances were: 

26 
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-- Navy'8 Visibility and Management of Operating and Support Costs 

Total Support System reports for ships and aircraft (VAMOSC- 

Ships and VAMOSC-Air) , 

-- DOD budget justification documents, 

-- Navy cost analysis documents, 

-- Navy's program plan and extended planning annex, 

-- Navy’s March 1985 and October 1987 Surface Ship Combat Systems 

Master Plans, and 

-- GAO report, Navy Ships: Status of the Navy’s Fleet Expansion 

Efforts, GAO/C-NSIAD-88-3, October 27, 1987. 

All cost data is shown in 1988 constant dollars using May 1987 

inflation data from the “National Defense Budget Est;imates for .: 1, . 
FiEical Year 1988/1989” issued by the Office of the kissistant 

Secretary of Defense (Comptroller). Composite outlay rates were 

calculated using DOD data, taking into account expenditures that 

would occur from current year funding authority as wkll as funds 

authorized in previous years. 

VAMOSC reports provide a comprehensive and readily available single , 

source of actual operating and support expenditures ,for active 

ships and aircraft. VAMOSC data elements, collected! from var ious 

budget and accounting reporting systems , parallel the operating and 

27 
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S u p p o r t costs e l e m e n ts a n d  gu ide l ines  o f th e  O ffice o f th e  

S e c r e tary  o f D e fe n s e  ( O S D )  C o s t Analys is  Im p r o v e m e n t G r o u p . 

V A M O S C -Sh ips  is a n  o n  l ine  d a ta  b a s e  c o n ta in ing  te n  years  o f 

h istor ical  d a ta . X t c o n ta ins  di rect  o p e r a tin g  a n d  s u p p o r t 

e x p e n d i tu res  fo r  2 1  sh ip  types by  c lass a n d  hu l l  n u m b e r  wi th d a ta  

b r o k e n  d o w n  into 1 2 1  d a ta  e l e m e n ts. T h e  Navy  tests V A M O S C  repor ts  

year ly  w h e n  n e w  d a ta  sources  a n d /or  fo rmu las  a re  in t roduced  into 

th e  sys tern.  O u r  eva lua t ion  ind icates  th a t d a ta  e l e m e n ts a re  

relat ively accura te  a n d  histor ical ly  consistent .  

V A M O S C -Air  d a ta  a re  co l lec ted a n d  p r e p a r e d  annua l l y  as  h a r d  copy  

reports.  T h e s e , repor ts  c o n ta in  di rect’*opera t ing  a n d  s u p p o r t . _  
e x p e n d i tu res  fb r  every  aircraft  type, m o d e l , a n d  ser ies  in  th e  Navy  

inventory.  A lth o u g h  th e  V A M O S C -Air  repor ts  a re  ava i !ab le  f rom 

f iscal year  1 9 7 5 , th e  fo r m a t a n d  d a ta  e l e m e n ts a re  n b t histor ical ly  

consis tent  a n d  on ly  th e  d a ta  fo r  f iscal years  1 9 8 5  a n d  1 9 8 6  m e e t 

Navy  ver i f icat ion s tandards.  

In  es t imat ing di rect  o p e r a tin g  a n d  s u p p o r t costs, w e  e x a m i n e d  

histor ical  V A M O S C -Sh ips  d a ta  fo r  t rends by  tak ing  3 , 4 , a n d  5  year  

m o v i n g  cost  a v e r a g e s  fo r  b o th  th e  Cora l  S e a  a n d  th e  p idway.  T h e  5  

year  a v e r a g e s  b e s t s m o o th e d  o u t a n n u a l  cost  va r ianceb  a n d  w e r e  u s e d  

2 8  
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for estimating direct operatin and support costs and potential 

budgetary savings for all ship types and classes. 

We identified annual operating and support cost data ~for all ships 

and aircraft in the NaVi’s current and notional M idway battlegroup 

configuration. At our request, the Navy’s vAMoSC-Ships staff 

prepared a special report entitled “Total Support System Report” 

which presented fiscal years 1982 through 1986 operating and 

support expenditures, averaged by selected ship types and classes 

I * in our model. We aggregated cost data elements into three groups 

to show operation and maintenance, m ilitary personnel, and 

procurement expenditures. 

. . 
, 

. All aircraft in the notional M idwai.air ,wing and on .the carrier 

battlegroup escort and underway replenishment ships are represented 

in our model. Because historically consistent data were not 

available for aircraft operating and support costs, direct aircraft 

operating and support costs were estimated using average fiscal 

year 1985 and 1986 VAMOSC-Air reports. Since the M iaway 

battlegroup is home-ported in Japan, we used the Pacific Fleet cost , 

data and weighted the variable costs by flying hours to calculate 

the 2 year average. Notional aircraft figures were multiplied by 
. 

1.5 to factor in additional operation and maintenance and 

procurement costs associated with fleet readiness sqbadrons, the 

29 
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m a i n te n a n c e  p ipe l ine ,  a n d  a ttrition. A  factor  o f 1 .!5  w a s  u s e d  fo r  

a d d i tio n a l  m il i tary p e r s o n n e l  costs. 

E s tim a tes  o f indi rect  o p e r a tin g  a n d  m a i n te n a n c e  cost$  w e r e  

d e v e l o p e d  f rom b d th  V A M O S C  a n d  Navy  b u d g e t d a ta . A lth o u g h  V A M O S C  

repor ts  a c c o u n te d  fo r  a l m o s t a l l  d i rect  o p e r a tin g  a n d  s u p p o r t 

e x p e n d i tures,  V A M O S C  c a p tu r e d  on ly  th o s e  costs th a t cou ld  b e  eas i ly  

a l loca ted  to  speci f ic  sh ips  a n d  aircraft.  

W e  rev iewed  th e  O p e r a tio n s  a n d  M a i n te n a n c e , Navy  ( & M ,N) b u d g e t 

just i f icat ion d a ta  to  d e te r m i n e  w h e the r  di rect  a n d  indi rect  costs 

w e r e  i d e n tifie d  s e p a r a tely.  Cer ta in  b u d g e t act ivi t ies such  as  b a s e  

o p e r a tin g  s u p p o r t and - rea l  p roper ty  m a i n te n a n c e  w e r e ’clear ly  

d is t ingu ishab le  as  indi rect  costs. O the r  b u h g e t categor ies ,  such  

as  fie ld  o p e r a tio n s  a n d  p r o c u r e m e n t s u p p o r t, c o n ta i n e d  a  m ixture o f 

d i rect  a n d  indi rect  costs. 

W e  c o m p a r e d  d a ta  e l e m e n ts in  th e  V A M O S C  repor ts  a n d  th e  b u d g e t 

d o c u m e n ts a n d  fo u n d  th a t th e  O & M ,N b u d g e t l ine  ite m s  d o  n o t 

co r respond  to  th e  d a ta  e l e m e n ts in  V A M O S C  reports.  b o w e v e r , a fte r  b  

a  d e ta i led  rev iew o f d a ta  e l e m e n ts, w e  cou ld  n o t i d e n tify a n y  

di rect  O & M ,N e x p e n d i tu res  th a t m a y  h a v e  b e e n  o m i tte d ; f rom V A M O S C  

reports.  
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B a s e d  o n  th is  analys is ,  a n d  d iscuss ions  wi th Ngvy  an i  o the r  

financ ia l  m a n a g e r s , w e  c o n c l u d e d  th a t it w a s  r e a s o n a b l e  to  a s s u m e  

V A M O S C  repor ts  c o n ta i n e d  al l  d i rect  o p e r a tio n  a n d  m a i n te n a n c e  

e x p e n d i tures.  Thus,  w e  ca lcu la ted  to ta l  indi rect  O & M ,N costs as  

th e  d i f ference b e tween  to ta l  O & M ,N b u d g e t o u tlays a n d  V A M O S C  

o p e r a tio n  a n d  m a i n te n a n c e  e x p e n d i tu res  (for b o th  sh ips  a n d  

aircraft). T h e  r a tio  b e tween  th e  to ta l  indi rect  O & M ,N a n d  th e  

to ta l  V A M O S C  o p e r a tin g  a n d  s u p p o r t o u tlays  fo r  f iscal years  1 9 8 5  

a n d  1 9 8 6  w a s  th e n  app l i ed  to  ind iv idua l  sh ips  a n d  aircraft  in  ou r  

cost  m o d e l . 

T o  es t imate  indi rect  m il i tary p e r s o n n e l  costs w e  u s e d  m il i tary 

p e r s o n n e l  l ine  ‘ite m s  in  b u d g e t d o c u m e n ts a n d  V A M O S C  d a ta  e l e m e n ts. 

W e  fo u n d  th a t V A M O S C  repor ted  on ly  ‘3 6  p e r c e n t O f f iskal year  1 9 8 6  

M il i tary P e r s o n n e l , Navy  ( M P N )  e x p e n d i tures.  M P N  l ine  ite m s  

indirect ly  assoc ia ted  wi th th e  o p e r a tio n  a n d  s u p p o r t’ o f sh ips  a n d  

aircraft  o m i tte d  f rom V A M O S C  repor ts  i nc luded  ret i re4 p a y  accrua l  

as  wel l  as  bas ic  a n d  spec ia l  p a y  ca tegor ies  fo r  th o s e  m il i tary 

p e r s o n n e l  a s s i g n e d  to  sho re  bases . 

W e  ca lcu la ted  a v e r a g e  ret i red p a y  accrua l  fo r  o ff iceks a n d  en l is ted 

p e r s o n n e l  a s s i g n e d  to  th e  ind iv idua l  sh ips  a n d  assoc i :a ted aircraft.  

T h e s e  ca lcu la t ions a re  b a s e d  o n  f iscal year  1 9 8 8  a n d { ; 1 9 8 9  b u d g e t 

just i f icat ion d o c u m e n ts wh ich  s h o w  th a t re t i red p a y  nccrua l  e q u a l s  
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about 50 percent of basic pay for all military perarodnel. Using ’ 

actual fiscal year 1986 expenditures (inflated to fi+zaA year 1988 

constant dollars) this indirect cost was allocated pfoportionally 

to individual ships and aircraft in our cost model. i 

Our estimates include payments from MPN to the military retirement 

fund, but exclude the retired pay accrual for military personnel 

assigned to shore bases that support the battlegroups. Because 

data does not distinguish between personne.1 directly supporting 

battlegroup operations and those that support other Navy functions . 
(e.g., research and development or procurement of. new ships, etc.), 

our cost estimates also do not include the basic pay and special 

pays for military personnel assigned to shore bases., This resulted 

in a conservative estimate 6f potential savings for indirect MPN 

expenditures. 

Several options existed for calculating the estimated reductions in 

the Navy’s shipbuilding and munitions budgets. For example, for 

case II we calculated procurement savings taking into account 

shortages of both ships and munitions and substitution criteria. b 

We estimated shortages by comparing current force levels with force 

requirements listed in the Navy’s October 1987 Surfabe Ships Combat 

Systems Master Plan. Savings decreased when we considered 

shortfalls, but were unaffected when we considered substituting’ 
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older ships for new ships. There were no munitionisl !avings when we 

considered shortfalls. 

In case III, we analyzed the potential budgetary savings in the 

Shipbuilding and Conversion, Navy (SCN) and Weapons Procurement, 

Navy (WPN) account8 assuming that (1) escorts and underway 

replenishment ships serving the Midway would be reasSigned, and (2) 

fiscal year 1989 planned procurement of ships and munitions needed 

for the 15th battlegroup would be postponed until 1994. This 

savings option would produce outlay savings between 1989 and 1994, 

and also provide 4 years to meet the 1997 ship requitements. 

Outlay savings decrease sharply in fiscal year 1994 when ship 

expansion plans would resume. Procurement cost avoibance estimates , 
consider’ offsetting expenditures in later years. butsdo not 

consider advance procurement funds appropriated in years prior to 

fiscal year 1909. 

This analysis identified ships the Navy could avoid purchasing in 

fiscal year 1989 that are part of the notional battlsgroup (as 

defined in the October 1987 Surface Ships Combat Sysbems Master l 

Plan) without considering whether any of these ships! are in short 

supply l We also calculated the savings associated with postponing / 
the procurement of ship munitions. These savings re resent the p 
value of threat munitions, self defense weapons and resupply on 
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sh ips  th a t, u n d e r  th is  scenar io ,  cou ld  b e  d e l e te d  f rom th e  f iscal 

year  1 9 8 9  W P N  b u d g e t p l a n . 

. 
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